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1
OFFICE OF MANAGEMENT AND BUDGET

"Overall compliance with the [Single Audit] Act has been generally effective," James
C. Miller III, Director of the Office of Management and Budget (OMB), declared
regarding implementation of the Single Audit Act of 1984. Mr. Miller made the
statement in a cover letter accompanying submission of OMB’s first annual report
on the Act to the Congress. He also stated, "We believe that Federal agencies and
State and local governments are off to a good start in getting the Act
implemented. The agencies found that some audit reports needed additional work,
but on the whole a sample showed the quality of the audits was satisfactory,
considering that the law has been in effect a little more than a year." OMB
reported that of about 4,003 audit reports due, 3,550, or almost 90 percent, were
received and that of the 450 reports not received about 100 were completed or in
process. The Single Audit Act requires State or local governments receiving
$100,000 or more a year in Federal assistance funds to have an audit for that year
and for the Director of OMB to submit an annual report to the Congress on
operations of the Act. The OMB Director is specifically instructed by the Act to
identify each Federal agency or State and local government which is not complying
with the Act. Governments receiving between $25,000 and $100,000 have the option
of selecting a single audit or complying with the existing audit requirements for
each Federal assistance program and governments receiving less than $25,000 in
Federal aid are generally exempt from single audit requirements. Only governments
receiving more than $100,000 in Federal grants are covered by the OMB report, but
these governments receive more than 95 percent of the Federal assistance funds.
OMB’s first annual report was compiled from information submitted by the Federal
agencies and the Single Audit Clearinghouse at the Department of Commerce.

TREASURY, DEPARTMENT of

Guidance on the arbitrage restrictions in the Tax Reform Act of 1986 for State and
local governments that issue tax or revenue anticipation notes (TRANs) was
recently issued by the IRS in Notice 87-42. According to the IRS, issuers of
TRANs may rely on section 1.103-14(c)(3) of the Income Tax Regulations (relating
to amount available for payment) in determining whether an amount is available for
purposes of computing the amount of a cumulative cash flow deficit under section
148(f)(4)(B)(iii)(II) of the Code, until the publication of Treasury Department
regulations. The Treasury Department also solicits comments relating to the
treatment of TRANs issues for purposes of Code section 148.
Comments are
specifically sought regarding the treatment of certain funds for purposes of
computing the cumulative cash flow deficit. Comments should be sent to: IRS,
Attention: CC:LR:T (LR-90-86), Washington, D.C. 20224. Notice 87-42 will appear
in Internal Revenue Bulletin 1987-24, dated 6/15/87.

The IRS Commissioner's Advisory Group has announced that its next meeting will be held
6/16-17/87, beginning at 8:00 a.m. each day (see the 6/2/87 Fed. Reg., p. 20668).
The 6/16/87 meeting is scheduled to discuss the following topics: tax reform,
attitude towards the taxpayer, allocation of resources, informing taxpayers of
errors and adjustments and other information responsibilities. The agenda for the
6/17/87 meeting includes handling controversies with taxpayers and taxpayer
advocacy. Both meetings, which are open to the public, will be held in Room 3313
of the Internal Revenue Service Building located at 1111 Constitution Avenue,
N.W., Washington, D.C. For further information contact Robert Hilgen at the IRS
at 202/566-4143.

2
REARSURY, DEPARTMENT OF
T

Regulations are being amended to reflect that issuers and trustees of Individual
Retirement Arrangements are subject to new reporting requirements for 1987 and
later years under the Tax Reform Act of 1986, the IRS said 6/2/87. Under the new
requirements, the IRS announced, IRA trustees and issuers will have to provide
annual reports to IRA holders and the IRS for 1987 and later years showing the
fair market value of the IRA determined as of December 31 of the year for which
the report is made, regardless of whether contributions were made to the IRA for
that year. The reports, which can be in any written format, must be made to IRA
holders by January 31 of the year following the calculation of fair market value,
the IRS said. The requirement to report fair market value also applies to IRAs
under a simplified employee pension. In addition, the IRS said, the amended
regulations will specify that trustees must include the IRA's fair market value
for the year on the annual Form 5498, Individual Retirement Arrangement
Information, which must be filed with the IRS by May 31 of the following year.
The IRS also noted that the amended regulations will not change what IRA trustees
and issuers currently must provide to IRA holders and the IRS on whether any IRA
contribution is deductible or any distribution is taxable.

The

formation of an Exempt Organization Advisory Group was recently announced by the
IRS. The advisory group was formed, according to the IRS, to advise the IRS
Commissioner about issues and problems relating to tax-exempt organizations. A
wide range of exempt-organization issues, with particular emphasis on matters
relating to section 501(c)(3) charitable organizations, are expected to be
considered by the advisory group, including possible revisions to the proposed
regulations under Internal Revenue Code Section 501(h) concerning lobbying by
public charities. Included in the advisory group are tax practitioners, academics
and others who have shown special interest and expertise in the exempt
organization area, the IRS said. Meetings of the advisory group will be open to
the public.

Real estate mortgage investment conduits (REMICs) are the subject of a notice issued
by the IRS (see Notice 87-41).
The notice states that the IRS will issue
regulations that permit variable rate regular interests, if those interests would
qualify as "variable rate debt instruments" within the meaning of proposed
Treasury Department regulations published in the 4/8/86 Fed. Reg. at p. 12094. In
addition, the regulations will provide that an interest in a REMIC shall not fail
to qualify as a regular interest because the rate of interest may not exceed a
maximum or be less than a minimum rate. The regulations permitting variable rate
regular interests will be effective for interests issued on or after 6/15/87. The
advance notice also notes that the IRS will issue future regulations which will
provide that manufactured housing or mobile homes that are single family
residences under section 25(e)(10) of the Internal Revenue Code qualify as real
property without regard to state law classifications. The regulations, according
to the IRS notice, will clarify that recreational vehicles, campers, and similar
vehicles do not qualify as real property under this rule. Finally, the IRS
notice, states that the Tax Reform Act of 1986 applies to interests in a REMIC
issued after 12/31/86, rather than to taxable years of the holders of those
interests beginning after 12/31/86, as was stated in the statute. Notice 87-41
will appear in Internal Revenue Bulletin 1987-24, dated 6/15/87.
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SPECIAL:

Sen.

SPECIAL:

TWO HEW APPOINTMENTS MADE TO SENATE SECURITIES SUBCOMMITTEE

Tim Wirth (D-CO) and Sen. David Kames (R-NE) have been named to serve on the
Securities Subcommittee of the Senate Banking, Housing and Urban Affairs
Committee. Both senators were appointed to the Banking Committee in May,
following the appointment of Sen. Karnes to the Senate to complete the unexpired
term of the late Sen. Edward Zorinsky, but the subcommittee assignments were just
made recently. Sen. Wirth was named to serve on the Banking Committee to maintain
the ratio of Democrats and Republicans on the panel.

TREADWAY COMMISSION'S RECOMMENDATIONS FOR EDUCATION

Eight recommendations were made in three areas about how educational efforts can help
prevent fraud and abuse by the National Commission on Fraudulent Financial
Reporting in the Exposure Draft it released in April (see the 5/1/87 Wash. Rpt.).
The Commission is headed by James C. Treadway, Jr. and comments on the Exposure
Draft are due by 6/30/87.

The Exposure Draft contains the following six recommendations concerning
business and accounting curricula: 1) Throughout the business and accounting
curricula, educators should foster knowledge and understanding of the factors that
may cause fraudulent financial reporting and the strategies that can lead to a
reduction in its incidence; 2) The business and accounting curricula should
promote a better understanding of the function and the importance of internal
controls, including the control environment, in preventing, detecting, and
deterring fraudulent financial reporting; 3) Business and accounting students
should be well-informed about the regulation and enforcement activities by which
government and private bodies safeguard the financial reporting system and thereby
protect the public interest; 4) The business and accounting curricula should help
students develop stronger analytical, problem solving, and judgment skills to help
prevent, detect, and deter fraudulent financial reporting when they become
participants in the financial reporting process; 5) The business and accounting
curricula should emphasize ethical values by integrating their development with
the acquisition of knowledge and skills to help prevent, detect, and deter
fraudulent financial reporting; and 6) Business schools should encourage business
and accounting faculty to develop their own personal competence as well as
classroom materials for conveying information, skills, and ethical values that can
help prevent, detect, and deter fraudulent financial reporting.
Regarding
professional certification examinations, the Exposure Draft recommends that such
examinations should test students on the information, skills, and ethical values
that further the understanding of fraudulent financial reporting and that promote
its reduction. And, about continuing professional education, the Exposure Draft
recommends that as a part of such education independent public accountants,
internal auditors, and corporate accountants should study the forces and
opportunities that contribute to fraudulent financial reporting, the risk factors
that may indicate its occurrence, and the relevant ethical and technical standards.
Copies of the Exposure Draft are available from the Order Department of the
AICPA (Publication Number G00485) at 800/334-6961 in the U.S., 800/248-0445 in New
York State and 212/575-6425 outside the U.S. This is the last in a series of
stories about the specific recommendations of the Commission. Comments on the
Exposure Draft should be sent to the Commission at 1701 Pennsylvania Avenue, N.W.,
Washington, D.C.
20006.
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SPECIAL:

HEARINGS ON MASTER LIMITED PARTNERSHIPS SCHEDULED BY HOUSE SUBCOMMITTEE

Hearings on the tax treatment of master limited partnerships (MLPs) will be held
6/30/87 and 7/1/87 by the House Ways and Means Subcommittee on Select Revenue
Measures, Rep. Charles B. Rangel (D-NY) announced. Rep. Rangel, the Chairman of
the Select Revenue Measures Subcommittee, said the hearings ”... are a
continuation of a series of hearings on issues relating to pass-through entities
begun in June of 1986." The Chairman also noted that the Subcommittee will hold
additional hearings later this year on issues related to the provisions of
Subchapter K of the Internal Revenue Code, including their application to MLPs,
and that those hearing dates will be announced later. In this first set of
hearings, the Subcommittee is expected to review the application of current law
rules to MLPs, according to Rep. Rangel, with particular emphasis on the impact of
the Tax Reform Act of 1986 on the use and nature of MIPs. The hearings will also
focus on the application of Internal Revenue Code Section 7701 classification
regulations to MLPs, as well as alternative proposals for classification
standards. The Subcommittee is also expected to analyze the extent to which other
forms of partial integration, currently permitted by the Internal Revenue Code,
apply in determining the appropriate taxation of MIPs. The hearings will begin
each day at 10:00 a.m. in Room 1100 of the Longworth House Office Building.
Individuals wishing to testify must notify Harriett Lawler by telephone (202/2253627) no later than 6/16/87. A formal written request must also be made to Robert
J. Leonard, Chief Counsel, Committee on Ways and Means, U.S. House of
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515.
For further information contact the subcommittee staff at 202/225-9710.
SPECIAL:

AICPA TAX DIVISION ISSUES TAX POLICY STATEMENT ON SUGGESTS) IMPROVEMENTS FOR T
HE
SOCIAL SECURITY RETIRE
ME
NT SYSTEM

Recommendations for improving the Social Security retirement system have recently been
released by the AICPA's Federal Tax Division. The recommendations, based on the
1980 edition of the AICPA's Statement of Tax Policy 8, "Suggested Improvements for
the Social Security Retirement System," are the result of several legislative and
administrative actions that have significantly affected the Social Security
program. The AICPA maintains that a change in philosophy in the Social Security
program is necessary if the program is to remain viable and continue to receive
support into the twenty-first century when the number of beneficiaries increase
dramatically in relation to the number of workers. To sustain the current benefit
payout structure, it will be necessary to raise payroll taxes, perhaps by as much
as ten percentage points over the scheduled rates. Because payroll taxes cannot
continue to rise at this rate, the recommendations focus on the benefits taxpayers
should receive from the system. Among the recommendations included in the
publication is a replacement of the present three-tiered benefit structure with a
level benefit structure in which benefits are directly related to each worker's
contributions to the system. An individual's total contributions would include
the retirement portion of both the employee and employer paid contributions,
increased by an earnings factor that includes a real rate of return. Further, the
AICPA notes that for income tax purposes, the retirement portion of the Social
Security tax assessed against employees and self-employed persons should be
deductible when it is paid (preferably as a deduction in computing adjusted gross
income), and retirement benefits should be fully taxable when they are received.
According to representatives of the AICPA's Tax Division, the proposals will make
the Social Security System simpler, fairer and actuarially more sound. Copies of
the AICPA Statement of Tax Policy 8, "Suggested Improvements for the Social
Security Retirement System," publication number 058209, may be obtained for $9.50
plus $2.50 postage ($7.60 for AICPA members plus postage) by contacting the AICPA
Order Department toll free at 800/334-6961 for those outside New York state and
212/575-6425 for those living outside the U.S.
New York residents may call toll
free on 800/248-0445.
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SPECIAL:

AICPA WRITES CONGRESS
INCONSISTENT WITH GAAP

OPPOSING ACCOUNTINNG PROVISIONS IN BANKING BILL THAT ARE

Continued AICPA concern over Congressional attempts to legislate accounting principles
inconsistent with generally accepted accounting principles was again addressed
in letters to the Chairmen of the House and Senate Banking Committees, as well as
to members of the House Banking Committee and Senate conferees. The AICPA
strongly recommended conferees delete accounting provisions included in
legislation to recapitalize the FSLIC, H.R. 27 and S. 790. Specifically of
concern to the accounting profession is section 801 of S. 790 which allows
federally chartered or insured banks whose primary business is providing
agricultural loans to amortize over a period of ten years losses resulting from
poorly performing loans. This treatment is inconsistent with GAAP which requires
such losses to be written off immediately. AICPA views on the accounting
provisions were previously conveyed to the Chairmen in March, 1987 (see the
3/30/87 and 4/6/87 Wash. Rpts.). Additionally, section 204 of H.R. 27 allows
residential loan origination fees to be treated as income in the year in which the
loan is made. Generally accepted accounting principles require loan origination
fees to be deferred and recognized over the life of the released loan as an
adjustment of yield. The AICPA noted, "If accounting rules are not uniformly
applied, public confidence in published financial reports is weakened. Such a
loss of confidence could have severe repercussions in our capital markets."
Although the conference on the legislation has not been scheduled, Senate
conferees have been named. It is expected the House conferees will be appointed
the week of 6/8/87.

For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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